CERTIFIED MAIL AU6 2 ¢ 1983

Dear sir or Madam:

We have considered your application for recognition of exemption from Federal
income tax as an organization described in section 501(c) (3) of the Internal
Revenue Code. '

The application for exemption and the supporting documents submitted discloses
that you were incorvorated [ rvrsuant to the Laws of the State
of h. Your purpose as stated in your Articlea of Incorporation is to
receive contribuiions and engage in activities to collect funds and use these
amounts for charitable, literary or educational purposes. You have indicated
that you will amend your organizational document to meet 501(c)(3) require-
ments. The corporation's members consist of the Prr.sident, Secretary and
Treasurer of the [IIIINJEEEEEE. In cffect the

controls the operatipvn of the Corporation. You have stated in your applica&-
tion that the |GG i not an exempt organization. If the
I was tax exempt it would most likely qualify as a social
welfare type organization described in section 501(ec) (4) of the Code.

Your organization would be funded by comtributions and various fund raising
activitles. You alsc anticipate considerable income, about HllZ of your gross
income, frem the rental of the NG tc groups for dances,
receptions, etc. Your funds would be expended for varicus charitable acti~
vities, however about I} of your gross receipts would be used for payments
on mortgage on the .

In your application you described your activities as follows:

"It should be understood that this corporation has been foruad
merely as & conduit for comtributions for the charitable acti-
vities carried om by the [IIIINNENEGN. These activi-
ties include providing eyeglasses for poor people in the |
I irea. Additivnally, the club is in the process of build-
ing a community ceanter for the
for activicies such as dances, meetings, receptions and activities
of this nmature. Any contributions trectoived by the corporation
would go toward funding these two »~“'vities and Ad Hoc charitable



e

or educational act'wities carried on by the club".

Section 501(c)(3) of th: Code provides for the exemption from Federal income tax of
organizations organized and operated exclusively for charitable, scilentific, or ed-
cational purposes, no part of the net earnings of which inures to the benefit of any
private shareholder or individual.

Section 1.501(c)(3)~1(a)(1) of the Income Tax Regulations states that in order for
an organization to be exempt under section 501(c)(3) of the Code it wust be organized
and operated exclusively for one or more purposes epecified in such section.

Section 1.501(c)(3)~1(e)(1l) of the Regulations states that an organization is operated
exclusively for the purposes set out in section 501(c)(3) of the Code only 1if sub-
stantially all of its activities are in furtherance of these purposes.

Section 1.501(ec)(3)-1(d)(1) (11) of the Regulations states that an organization is not
organized or operated for any purpose under section 501(c) (3) unless it serves a
public rather than a private interest,

Thus to meet the requirements of this subparagraph, it is necessary for an organiza-
tion to establish that it 18 not organized or operated for the benefit of private
interests such as designated individuals, the creator or his family, shareholdérs
of the organization, or persons controlled, directly or indirectly, by such private
interesta. Moreover, even though an organization may have exempt purposes, it will
not be considered as operatiug oxclusively for such purposes if nore than an insub-
stantial part of Zts activities gerve a private interest.

In Better Business Bureau v. U.8. 326 U.S. 279 (1943), C.T.Dh. 1950, 1945 C.B. 375,
the Supreme Court stated that the presence of even a single, non-exempt purpese,

1f more than insubstantial in nature, will defeat exemption, under Code section 501
(c)(3), regardless of the number or importance of truly exempt purposes.

In Revenue Ruling 71-504, as published in Cumulative Bulletin 1971-2 on page 231 a
city medical society exempt under IRC 501(c)(6) sought reclassiffication under IRC
501¢{c)(3). Among its activities the soclety maintained an extensive library, pxo-
vided educational lectures and counseling services, and published a wmonthly journal
containing educaticnal materiale, The society also provided patient referral ser~
vices for lts members, meintained a grieyance committee to hear complaints and to
settle disputes between member doctors, presented the soclety's views on legislative
matters germane to its member's professiopnal Interests, conducted appublic relations
program, and held meetings concerned with matters affacting the promotion and pro-
tection of the practice of medicine. The purpose of the second group of activities
was neither educational nor charitable in nature. Since the society had substantisl
noncharitable and noneducational purposes, it was not exempt under IRC 501(c)(3).




The information you have submitted and as cited in this letter establishes that soma of
your activities are of a charitable nature. However, the data establishes that your pri-
mary activity, X of your income and Hll%Z of your expensas, is the construction and opera—
tion of the IS N . cvned by the

y would not be a charitable activity within the purview of dection 501(e)(3)
of the Intermal Revenue Coda.

Accordingly, we conclude that you are not entitled to recognition of exemption from
Federal income tax under section 501L(c)(3) of the ©ode or under any other section of the
Code.

Since you have not been granted exemption from Federal income tax you are required to
file Federal income tax returns on Form 1120 for all past years for which a return has
not been filed, File these returns with your key District Director for exempt organi-
zations in Baltimore, Maryland within 60 days from the date of this letter, unless a
request for an extension of time is graanted. We will not delay processing of dncome
tax returns and assessment of any taxes due because of your bringing suit for declara—
tory judgment under Code section 7428. File returns for all subsequent years with the
appropriate scrvice center indicated in the instructions for those returns.

If you do not accept our findings, we recommend that you request a conference with a
member of our Regional 0ffice of Appeals. Your request for a conference should include
a written appeal giving the facts, law, and any other information to support your posi-
tion as explained In the enclosed Publication.892. You will then be contacted to arrange
a date for a conference. The conference may be held at the Regional 0ffice or, if you
request, at any mutuclly convenient District office. If we do not hear from you within
30 days of the date of this letter, this determination will become final.

If you do not protest this proposed determination in a timely manner, it will be conasid-
ered by the Internal Revenue Service as a fallure to exhaust available administrative
remedies., Section 7.28(b) (2) of the Internal Revenue Code provides in part that, "A
daclaratory judgment or decree under this section shall not be issued in any proceeding
unless theTTax Court, the Court of Claims, or the district court of the United States
for the District of Columbia determines that the organization involved has exhausted
adminiatrative remedies available to it within the Internal Revenue Service”.

Sincerely yours,

District Director

Enclosgure




